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OFFICE OF REPORTS AND ESTIMATES, CIA
FAR EAST/PACIFIC BRANCH

INTELLIGENCE HICHLIGHTS NO. 60
20 JULY - 26 JULY 1549

SECTION I. SWMIARY OF FAR EAST TRENDS AND DEVELOPMENTS

Philippine wheelhorse Romulo is distressed over the inclusion of the
moribund Chinese Nationalists in the proposed Pacific union end hopes tc
oonvince President Quirino that this and other features of the present
union proposal are undesirsble (p. 2).

A temporary end to the persistent postwar conl shortage in Japan has
cnincided with a possible solution %o the nageing problem of soking-coal
procurement. (p. 2§“ Neanwhile, the Communist~inspired leadership of the
independent Railwey Workers Union apparently has suffered a sctback (p. 3).

Vthile northern Korean propagandists have threatened violence to the
dalegates of UNCOK presently in the Republic, the Reputlic's Nevy has offered
visiting privileges in Korean ports to units of the US Pacifisc Fleat (p. 4-5).

The new Communist offensiwve in south-central “lLina apnears to be pro-
presaing at an unusually leisurely pace (p. 6). Communist fronteranker
CA0VU En~lei, reanwhile, has publicly abandoned hie supposed pro-Vestern
orientation in favor of a strong pro-Soviet stand at the same time that a
lesser spokesman in Shanpghai has privately deprecated the CCP's ties with
the USSR (p. 6). A Tibetan attempt to cast off the remnants of Chinese
snzerainty can be assumed to have tacit Indian approval (p. 7).

Recent political and military events in Indochina have given rise to
2 degree of mild official optimism whick probably is umwarranted (p. 8).

While the recently-restored Revublic of Indoncsia has mainteined order
successfully within its present limited confines, the far pgreater test of
en effective general truce remains to bs met (p. 9).

As a result of strong meamsures taken in the pust wiweks, the Australian
Ledvor Government now seems to have a good chance for victory iu its campaign
to break the paralyzing Communist-inspired cosl strike (ps 9)»

The marginal notations used in succeeding sections of this Veekly
("A", "B", or "C") indicete the importence of the items in B/FE cpinion
with "A" representing the most important.
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SECTION II. DEVELOPMENTS IN SPECIFIED ARBAS
GENERAL

Romulo sugrests new approach to Pacific union--Upon his arrival in nAR
“anila last week to undertake Philippine plarning on the recently-

propoead Pacific union, UN Anbassador Romulo expressed his concern

to President Quirino over the direction given the union by the Quirino-

Chiang talks at Bapulo. Romulo is varticularly disturbed over the

initial irclusion of the Chinese lationalist Governnent, which he

terms corrupt, Inefficient and dvine, and an irfiuence from which

the upion should be divorced as rmuch as is possille,

in addition to Chiang®s role, komulo is conecerned over the exclu=
sion of India ard Australia in Quirino's present plans. He considers
the support of India vital to any Asian union and feels that Australia
(and New Zealand) should be included to avoid the implication of an
anti-white bias. Rormulo has told US Embassy Manila that he will not
approach other Asian govermments on the union until he and President
Quirino have reached fundamental apgreement,

Considering Romulo's attitude and most Asian nations' cool recep-
tion of the prospect of cooperating with Nationalist China, there
appear to be two possibls Pacifio union developments: (1) Romulo will
be guccessful in his attempt to sidetrack Nationalist China and will
lay the foundations of a union derived ohiefly from his own idess; or
(z{ the union proposed by Chiang and Quirino will fail from lack of
encouragement before it is formelly constituted. Which of thess alber-
natives is most likely cannot be predicted at present.

JAPAN

Coal surplus achisved--This woek's announcement that coal stockpiles in ngn
Japan have reached some 4 million tons, consideratly more then one month's

total output, indicates that Japan's major indusirisl bottleneck has been
broken. The coal surplus, large enough to create a storase problem, is

the result of increased coal production combined with declining demand.

The point now has been reached where limited quantities can be offered

on & ration~free basis,

Previoues ¢coal shortapes have hampered industriel rehabilitation
efforts since the start of the Occupation. By November, 1945, production
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had dropped from the wartime everage of 63 million tons to an amual
rate of 24.6 million bons. Production recovered only fractionally in
1548, Tromendous eiforts wore sxosnded by the Japunese, first %o re-
oruit Yabor % replase wartime Chinese and Koyesn miners and later %o
inereess production. Special rations, wage bomuses, incentive poods,
houging, end welfare programs end mining machinery production prorrams
have bean utilized to bring coal output first to its 1948 level of 38
millior. tons and subsequently to the 1949 production rate of 46 million
tons.

Immediately important to the Japancse economy is the possibility
of ircreesed fertilizer production, presently only 507 of requirenents.
Incrensed sllocations for power peneration should diminieh the costly
vericdis shut-downs, necessitated by electric power cutoffe, which have
plagued Japan's industry. The release of non-rationed coal will also
aid many low-priority users who have had to use expensive substitutes
or depend upon illepal sources for coal.

It was elsc announced this week that chemioslly-~treated domestic
coal hes been successfully utilized by the Japan Iron and Steel Conpsany
az a ooke substitute in production of pig irom,; with better results and
at less cost than with previously-imported coking coal. Recause of
Japan's deperdence upon sither the US or Comumunist China for impurts of
coking aoal, it will be espeeially significant if this process can be
developad extensively.

Reilway Workers' lef'tint leadershis suf'fers ssthack~-Political coloura- wpn

tion of the leadership of the 600,000-gtrong independent Japanese Govern-
ment Reilway Workers ‘mion (Kokutetsu) has awung pendulum-fashion between
right snd lef't several times in ths past four yeare, with ef{cotive con-
trol scacentreted in the extreme l1eft during recent months. With the
completion, last week, of some 95,000 surplus enployee disnissals, failure
of the Fokutetsu rank-and-file to respond to the leftist leadership's
Cormunist-inepired apmesnls for violenoce is gipnificantly contrury to
general expectation.

Opposition to the Communists stermed from several scurcez. The
Feneral public has been irritated by such cocurrences as the assassina-
tion of SHINMCYAMA, president of the National Reilwsy Corporation, and
the "ditaka Incidens” when a runaway train killed several individuels.
The Communisis have been oredited with reaponsibility for both affairs.
The rank-and-file of' Kokutetsu shured the publis's gentiments and, on
the locnl level, many individuals, groups and even union loeals have

et
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scrapped the union's "dispute tactics™ or hawe seceded “rom membership.
The union leadership's repeated invitetion to the HNational Railway Cor-
poration to nepotiate the dismissal problem may have reflected a hesi-
tancy to foroe the issue for fear thet local-level support would not be
forthconing in a showdown. The Railwey Corporation's refusal to nego-
tiate, on the grounds that the dismissals were compulsory under the
Diet's Tuble of Personnel Organization Law, gave union leadership the
embsrrassing alternative of either instituting an "illezal" =strikse or
backing down, The union's leftist leadership was further demoralized
by the unezpected dismissel of the majority of Communist or pro-Com-
manist members of the Unlon'*s Central Struggle Committee.

While Kolutetsu Cormunists and their cohorts sre at lemst tempor-~
arily in the shadow, the moderate and anti-fommunist Democratization
learue, long opposed to the Communisis, is now given an oprortunity to
conrolidate control. The lLeapue group may be able to take Kokutetsu,
en masge or in part,into the new anti-Communist labor federation,
Sanbetsu Penpgo (5ee Intellipence Highlights #59), Continued deterio=-
ration of Japan's penersl economic situation, however, may give the
Communists an oprortunity to repain Kokutetsu leadership.

KOREA

N. Koreans threaten UNCOK delegates-~In s brosdeast addressed directly  "IM

to membere of the United Natloms Cormission on Korea (UNCOK)} last week,
Radio Pyongyang charped thet WICOK personnsl are "toocls"” of American
"imperialism” in southern Korea and :losed with a quotation from the
"Manifesto of the Fatherland Unification Front® which states that who-
ever stands in the way of the ettainment of unification will be "deelt
with on the spot." This broadcast followed the receipt of anonymous
threatening letters by El Salvadorian and Philippine delegates.

This new Communist effort to intinidate and discredit UNCOK is a
major part of the present "unifisation" program, based primarily on an
appeal to Korean naticnalism and anti-foreignism. The “unification”
program elso is designed to obscure the Koreen issue further at the
auturnn meeting of the UN General Assembly, in an attempt to prevent
further UN concern with Korean interral affairs, ~

Recause of UNCOK's unimpressive record in Xorea, the Cormunists
may auocceed in penerating Open ill-feeling toward the Commission. Sev-
eral MICOYX members have been concerned for their personal safety since

et e——
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the withdrawel of US troops. The threats of violence already have
induced El Salvaior to authorize immediate departure of its delegates
at their own discretion.

Should UHCOK leave Korea before the auturm N meeting, or should <
the Gencral Assenbly decide to discontinue further UN representation
in ¥Yorea, northern Korean Communists would have gained s considerabdle
victory in thelr psyohological warfare apainst the soung Republic,

US offered temporary fleet bases in Korea--The Foreipn M"inister of the  "B"
Renublic of Xorea has indorsed and forwarded to the US Mission in Seoul
a letter from the Commanding Officer of the Korcan "avy, Admiral Sohn
Won I1, to the Uommander-in~Chief of the US Pacific Fleet offering
fford facilitice in several Korean ports as "temvornry robile basus™
for US flest units. In acknowledring the Foreipn *irister's letter
of transmittal, US Ambassador 'MMuecelo informed him that Adwmiral Soha's
letter is beiny transmitted to Cincpac nnd that the US Government is
being informed of the Korcan Government's invitation to the US HNavy.

The favorable psyoholopical effect of ccomsional onst 1 fleet
vislte to southern Koresn ports on both the Korean Govermnent and tre
gonieral pepulation probably has outweirhed ths effents of Communist
proparands characteriping the visits as evidence of US Mimperialism® .
Use of southern Korean norts ae "temporary mobile buses” by the US
fleet probvetly would be interpreited by most scutiern Foreans as an
indication of continued US interest in the seaurity of the Kupublic.
Any indisatior that such X flewet activities were permarent in nature,
however, woull incremse the northern puppet repine’s ability to exploit
the inherent anti=foreiyn and nationalist spirit of the Yorean people.
Rice crop fureoast-~Buavy rains Lroke a July drouvhs that had prevented non
the transplanting of some 86850,000 meres of rice, in Eyongpi and adjoin-
ing provinces, which contain nearly 207 of south.orn Korea's total rice
acreare. ‘mder normal conditions, these fields oould be expected to
produce arcund 500,000 tons of rice. However, the lateness of the trans-
plantingr, whick treditionally terins in late June or eurly July, will
adversely affect productivity.

Pealizatlon of a possible drourht-induced shorsaps had saised the
price of rice to rise by 70/ in Seoul from 31 ey %o 10 July. With the
coning of the ruins, the price has dropred siiphtly but still rermains
604 over the Mey fipure. In the lizht of present clirecunstences, it seenms
that the Republic of Forea may Ve barely self-sufficient in rice during
1549, The rice production goml of 2,¢ millien tons for 1949 is only some
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300,000 tons more than reportsd harvests in 1948, when southern Korea
temporarily a rice-defioit area, imported 85,000 tons of the grain.
In view of Korea's in%ention to export 11C,000 tons of rice to Japan
by 1860 in exchunpe fur Jupanese exports valued st $16 million, a poor
1049 rice orop may result in a serious loss of foreipn exchanmes,

CHINA

Leisurely offcnsive in southecentrsl China--The fierce intensity of ngn
earlier Jomunist offensives has thus far been lacking in the current
Changsha=liengyang effort. Ldging forward without haste and meeting

no opposition, tw (CF lmve vermitted Nationalist defenders ample time

to "retire to new poritions”™. Unconfirmed late reports esay that Chuchow,
at the junotion of the Kiamgsi-Chekiang and Canton~Hankow rail lines,

has been takenr by the Communiste, thus cutting off Changsha from the
south. The reports add thut, following the withdrawal of PAI Chung-hei's
regular forces, Chaugsta itsolf is defended only by a provincial parri-
son and the oity's fall is imminent. A small Communist forve further
southeast, which had borun to push south toward the Kwangtung border,

is’ stalled in the reglon just south of its point of departure ne.r Kian,

Other military sctivity last week was recorded in the Icheng area
of the Yanptze and in western Shensi, near Paochi. The small Comnunist
force, which took Ichang and Shasi, crossed the Yangtze and began fan-
ning out to the south and west. In Shensi, reinforced Communist troops
consolidated their bel? o the Paochi arza, whence, if they chose, it
is possible to move on A Ma=fanp's forcas in south-eastern Kansu or
pursue U Teunz-nen's troops,who guard the northerr anproaches to
Szechwan in southern Shensi.

Publioly pro-Soviet Communists modif‘% ctand privately--In & spesch last "B%
week, COCU En-lal, the hipheranking Cormunist who played a major role in
the tripartite negotintions of 1946-47, identified the "new patriotism"
with "in:ernationalism,” thus aligming himgelf, in the public view, with
the agpressively pro-Saviet forces of the CCP, led by Chairman !AD Tse~
tung and LIU Shao-chi, CHOL endorsed the 1945 Sinc-Soviet Treaty as
"wholly in accord" wita Corrunist China's long=run interests and slaimed
that the CCP can withatund an economis blockade of ben years® duration,
While CHOU, popularly reperded as pro-Western, was thus assuming a publis
pro-Soviet stand, & Communist functionary in Shanghai reportedly asserted
in private that the CCF has allied itself with tha USSR primarily because
of Chlna's weakness, that the CCP "consults the USSR on foreim policy”
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simply as Vieswern allies consult one another, that the CCP hed been
foreed to pey heavily for Japanese weapons turned over to them by the
USSR and that the CCP is unhappy about commercial relations with the
USSR as weoll us Soviet "irterference” in Chinese internal effairs.

While some of these claims may well be true and may presage the
disaffection of esignificant slements of the CCP, it is also possible
that certein CCP memburs - even those publicly most pro-Soviet - have
been directed to take such a line in private conversation with Viest-
crners, as part of & plot whereby the CCP's Stalinist leadership might
encourafe the lest to believe that economioc assistance to China would
strengthen the hand of pro-Western forces. The Stalinists, in faot,
would be strengthened %y such assistance, and pro-estern sentiment in
the Party will be tolerated only so long as it proves ugseful in attract-
ng Western ald. .

Tibetan moves towards independence--The Govermment of Tibet cut radio npe
communications between Chinese offiecials in Lhasa and the Chinere
National Govermment in Canton in mid-July. The Tibetans have indicated
additionally that they intend to deport some three hundred Chinese,
inoluding official Chinese Govermnment reprasentatives, ostensibly as a
measure of protection apgainet the prowing Communist menance., As the
Chinese National Gowarnment, whose tenuous sovereisnty over Tibet is
recognized by the US, dlsintegrates further, Tibet probably will seize
the opportunity to essert its complete indspendence from China, The
Government of India, whose desire to see Chinese influence eliminated
from Tibet is reinfareed by China'‘s passing under Gommunist control, can
be expected to encourege this move seoretly while formally maintaining
a correct attitude, ' '

NEWS NOIES

Shanghel under blocksde: As unemployment in Shanghai has mounted and
business depression hnd deepened under the impact of the Nationalist
blookade, suggestions have been advanced in ths vernacular press that
the city's eccnomy, bused on a cheap lalior nool exploited by foreipn
capital, rmst be reconstructed rathern than restored. A feature of
this reconstruction is the proposed redeployment of part of Shanshai's
population and industry to other areas, From one third to one half of
Shanghai's 6,000,000 peopls, it has been suggested, should be moved
elsewhere and the olty should surrender its position as the mejor
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center of China‘s light industriesn, since the national interest requires
a lower level of economic activity there. The flavor of sour grapes in
' these editorials is indioative of the unexpected cffectivencss of the
Netionalist hlockade,

CHIANG'S political stratesy--CHIANG Kai-ghek is occupied equally with
implementation of rcoent deocisions on administrative reorganization

and with efforts to keep the warlords in line. CHIANG expects to utilize
the Supreme Policy Commitiee, its branches in Taipei and Chungking, and
the new "Party Leader®s®™ Office, to be set up in Taipei, to his advantare.
The Taiwan administration may soon be revemped, with K. C. WU appointed
to head civil affaeirs. Although CHIANG recently gmve up his plan %o
visit Sgechuan, there is evidence of CHIANG's conoern with bolstering
resistanoce forces in northwest and west China. To check tne further
decline of Nationalist influence in Kweichow and Yurmen,General HO Ying-
chin, a native of Kweichow, may be appointed head of a new administration
for thoae two provinoces.

INDOCHINA

Bao Dai and French optimistio--Recent developments within the new Frenche
sponsored state of Vietnam have resulted in a slightly more optimistic
view of the Indochina situation among French officials. A larre and
friendly although not "denonstratively enthusiastio” crowd welcomed
Emperor Bac Dai on his long=delayed official visit to Hanoi ahout ten
days ago. In addition, feuds within Bao Dai's cabinet have decreased
sufficiently to ullow the Emporor's asscciates to predict that the cab-
inet: may be held torether for at least three months.

On the military scene, French forces are preceedins with a vigorous
campaign ("Operation Bastille") to secure the Red River delta area near
Hanoi in northern Vietnam,despite the rainy scason. The French have en-
countered little opposition to this maneuver, presumably a part of the
stratesy recommended by the French Chief of Staff, General Revers, follow-
ing his June inspection tour. High Cormissioner Pignon has exnressed
optimism over Operation Dastille, emphasigzing that the more than 40,000
Vietnemese troops who are motively participating with French foroces
already represent a valuable nucleus for a future Vietnamese National
Army. Pirnon has stated that these Vietnamese troops ultimately will
be employed ms pguerrilla forces for the poliscing of Central and South
Vietnam, thus freeing French troops for the defense of the Sino«Vietnam
border,

Although both the French and Bao Dai are encouraged by these devel-
opments, the hoped-for defection of Ilo Chi liinh's supporters is not yat
avident and Bao Dai has not yet had sufficient time to prowve whether or
not he will be able to govern effectively, even in the restricted areas
of Vieinam which are presaently under French control.

Approved For Release 2001/08/26 : CIA-RDP79-01082A000100020001-7
anbRaR—

] Bl



Approved For Release 2001/08/26 : CIA-RDP79-01082A000100020001-7

INDONESIA

"Ceaso~fire™ test to come--ithile the restored Republis of Indonesia has np
been able, with the help of Dutch arms, to maintain law and order in the
Jogjakarte Residency, its ebility to enforce a cease~fire order through-
out Jave and Sumatra, where Republican influence is spread more thinly,
communications are difficult to maintain and dissident groups are stronger,
is as yet untested. At present, both Dutch and Republicans are working
with UNCFI representatives on plans for a workable order to effect the
cease~-fire and, in addition, military leaders f{rom Republican outposts
have been oalled to Jogjakarta to participate in military conferences

and to receive instruotions. The Dutch have arranged for technical
assistance to the Republicens, so that President Sukarno may have an
effective means of transmitting commands by redio to more isolated groups.

The Republicans' general international position will be greatly
strengthened if they are atle to enforoe a cessation of hostilities.
Bur thermore, Dutch offioianl circles would be more amenable to negotia-
tion in the forthecoming conference with the Republicans at The Hague
if militery operations were at an end in Indonesa. Neither side in
the dispute, however, expeots a hirh degree of effectiveness in the
oceasc~fire and the Mutch may meke use of any Republican weakness in
this regard as an excuse to hamper the proceedings of the Round-Table
Conference.

AUS TRALIA

Australian coal strike in critical phase~-It is now believed that the BAR
Labor Government will emerge victorious in its campaipgn to break the
Communist~led coal strike which has paralyzed Australia for the pasy

month. Although the drastic Goverament measures recently employed have
alienated many in the rank-end-file of labor, the general publis apper-
ently approves the Govermment's pclicy.

last week, Army and Navy uniis were called upon to unload coal from
e strike~bound Canadian steamer in order to procure coal for essential

~services in Sydney. Simulteneously, the Govermment warned strike leadsrs

that some 3,000 troops would work open-cut mines in Queensland and New
South Wales if the miners refused to return to work by 1 August. Army
and Navy units will also be ordered tc unload coal at the waterfromt,
should the Waterside Viorkers refuse to do so. The Govormment already
has the support of land transport unions in New South Wales and Queens-
land for its plan to move open-cut coal to tie cities and it will be

aiidtNgum
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supported by some open-cut coal miners in Queensland who have apreed
to return to work, Although only enough coal will be obtained by
these nethods o maintain a minimm of services, a collapse of the
most essential publis utility services will be prevented.

The Gove:mment, upparantly confident of peneral support from the
putlie, is prepared fur a showdown on the reneral question of coal
strikes, which have »isurred with increasing frequency in the last four
yoars. Contimuous vwrk steppages in the mines have caused discomfort
to private oltizens, nprravated the inflationary trend and grestly
retarded the postwer srogram of increased industrial production.
Orpanized labor's deninant positicn in the Augtralian econony ray wall
be weakened am s result of popular supprort for the CGoverrment "hard"
position in thm cursuirt coal strike crisis,
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